A Quantitative Approach to Selecting Industry Groups within Sectors for Investment: The Case for Relative Strength and Capture Ratio Analysis by unknown
By: Rachel Kilbury and Christine Ferry 
Advisors: Dr. Robert Dean and Dr. Elizabeth Gustafson 
Study Objectives: 
• Determine the alpha potential for 
relative strength analysis in industry 
group selection 
 
• Develop a Relative Strength Portfolio 
weighting model that favors 
undervalued Industry groups 
Study Design: 
• Period of Analysis: 2008-2012 
• Data- Monthly Prices 
• S&P 
• S&P Sectors 
• S&P Industry Groups 
• Data Sets 
• Sectors 
• Healthcare 
• Consumer 
Discretionary  
• Industry Groups 
• Homebuilders- XHB 
• Pharmaceuticals- 
XPH 
• Retail- XRT 
• Biotechnology - XBI 
• Dollar Investment 
• $1,000,000 
  
 
 
 
 
 
 
      
 A Quantitative Approach to Selecting Industry Groups for Investment:  
The Case for Relative Strength 
Conclusions: 
For the time period 2008-2012:  
• 1/RS model significantly outperformed the S&P 500 
(99%) 
• XBI (Biotech) had the highest returns (202%) 
• 1/RS portfolio weighting model worked well in the 
highly volatile market 2008-2012 
 
      Returns of Industry Groups 
XHB XPH XRT XBI
12/31/07-12/31/12 1.18 1.71 2.08 3.02
12/31/07-3/26/13 1.90 2.56 3.29 4.48
                                      Returns of Portfolio vs. S&P
12/31/07-12/31/12 0.77 -0.22
12/31/07-3/26/13 1.73 0.05
Industry Group Portfolio
XHB XPH XRT XBI
Value ( Millions) Total Value Returns
12/31/2007 240 352 215 350 1158 0.16
12/31/2008 315 394 447 303 1459 0.46
12/31/2009 347 368 355 357 1428 0.43
12/31/2010 423 380 459 372 1634 0.63
12/31/2011 462 415 471 417 1765 0.77
12/31/2012 746 623 745 619 2734 1.73
